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RE: CC Docket No. %-98, Implementation of the Local Competition
Provisions in the Telecommunications Act of 1996

Dear Mr. Caton:

Attached hereto are two copies of a letter that was sent to Mr. Elliott Maxwell,
Deputy Chief of the Office of Plans and Policy. This submission was made at
the request of Mr. Maxwell and therefore, pursuant to paragraph 291 of the
NPRM released in the above-referenced proceeding on April 19, 1996, the
submission does not count against US WEST's page limit for ex parte filings
made in this proceeding.

In accordance with Commission Rule 1.1206(a)(1), two copies of the letter are
being filed with you for inclusion in the public record. Acknowledgement
and date of receipt of this submission are requested. A copy of this transmittal
letter is provided for this purpose. Please contact me if you have any
questions.

Sincerely,

( f
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cc: C. Anthony Bush
Mr. Patrick DeGraba
Mr. Juis Enriquez
Mr. Joseph Farrell
Mr. Elliott Maxwell

Mr. Robert Pepper
Mr. Gregory Rosston
Mr. Les Selzer
Mr. Bill Sharkey
Mr, Brad Wimmer
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RE: CC Docket No. 96-98, Implementation of the Local Competition
Provisions in the Telecommunications Act of 1996

Dear Mr. Maxwell:

Per your request, U S WEST is providing more detail around information
that was discussed at the recent meeting with you. Attachment A is a
summary of the federal and state depreciation expense recorded by U S WEST
Communications (USWC). The first column shows what USWC total
depreciation expense would be if USWC used only FCC prescribed lives for
the entire company (line 1) and the total depreciation expense if USWC used
only state prescribed lives (line 2). The second and third columns show the
impact on depreciation expense if USWC used economic lives, i.e. lives used
for reporting its GAAP fmancial statements. These are the lives that best
reflect the actual future lives of USWC assets.

The last three columns show the actual impact of using regulatory prescribed
lives as booked in state and federal jurisdictions rather than GAAP reported
lives.

This data demonstrates that:

1) USWC's state depreciation rates are significantly below even FCC
mandated rates;

2) FCC mandated rates, if applied to the entire company, under-depreciate
assets by over 13% annually,: /?

No of Copies me'd.. ~_
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3) USWC's actual under-depreciation of $498.4 M annually on its
composite state and federal regulatory books represents an on-going
under-depreciation of its assets of more than 18%; and

4) USWC actual embedded assets subject to regulatory jurisdictions have
been significantly under-depreciated due to past regulatory actions.

This means that no matter what the FCC does in its interconnection order it
must deal with under-depreciation of assets at both the federal and state
jurisdictions. To do otherwise will encourage uneconomic results because of
under-pricing at both the state and federal jurisdictions. TSLRIC plus shared
and common pricing will give inappropriate results if depreciation lives used
do not reflect true economic lives. But even using economic lives in TSLRIC
fails to recover the prior under-depreciation amount which the Commission
must address. Therefore, the Commission must mandate the use of
economic lives in TSLRIC and allow for the recovery, on an interim basis, of
prior under-depreciation.

Attachment B is the break-down of costs that US WEST includes as shared
cost. Attachment C is the break-down of costs that US WEST includes as
common cost. Attachment 0 provides a filing made in Colorado supporting
the rationale for avoided costs in our resale rates. Section ill A, page 4,
discusses avoided costs for each type of cost included in USWC TSLRIC
studies.

Should you have any questions concerning this information, please feel free
to contact me.

Sincerely,
!

L~ 61")
AttaChments 0

cc: Mr. C. Anthony Bush
Mr. Patrick DeGraba
Mr. Luis Enriquez
Mr. Joseph Farrell
Mr. Robert Pepper

Mr. Gregory Rosston
Mr. Les Selzer
Mr. Bill Sharkey
Mr. Brad Wimmer



Attachment A

U S WEST Communications

Change in Regulated Depreciation
at USWC Economic Lives Used for Financial Reporting Purposes

(SMIlHonst

Aetu.1 Addtllonal
Depreciation Depreciation

Expef1S8 lit Economic
for 1995 Uves

Total
Depnteilltlon
It Economic

Uves

Actual Addtllon.1 Toml
Depreci8tion Depreci8tjon Deprecilltion

Expense at Economic at Economic
for 19t5 Uves Uves

Total (Unsepanlt!d) Bais Interstate (S!p!rated) Bus

DepredatIOn !)(pense 2.252,5 384.0 2.8385 830.7 98.8 72V.5

Depreciation Expense 2.1127 5SO.3 1,521 .. 1 399.8 1.920.7

,Oldl I~equldtcd Interst8te + Intl'llSt8te .=:J
Depredation ExpenS8

......:
HIlS FCC U ."OepIiiICIIIoi. E...- from ARMIS 4-01/ CS43.
1_StI'- UN.p ~~ lnWn 121311115 M-18 RlIflOI1
ChMge in AecrueIe e-d on 12J3MB ""'......If & R...,. DID.

2.151,8 498.4 2.650.2



Attachment B

COSTS INCLUIlED IN SHARED COST

A. EXPENSES THAT ARE 100% SHARED

1. ADMINISTRATIVE EXPENSES
• CUSTOMER ACCOUNTING
• CUSTOMER INSTRUCTION
• SERVICE CENTER OPERATION
• REGULATORY AND GOVERNMENT RELATIONS
• UNCOLLECTIBLES
• INFORMATION MANAGEMENT
• COMPUTER OPERATIONS

2. LAND AND BUILDING

B. INveSTMENT RELATED EXItENSES

THE DEPRECIATION, COST OF CAPITAl, INCOME TAX. AD VALOREM TAX
AND MAINTENANCE EXPENSES ASSOCIATED WITH THE FOLLOWING
INveSTMENTS ARE INCL.UDED IN SHARED COST

1. FIXED INVESTMENT PER SWITCH (i.e.. GETIING STARTED
COSTS)

2. SWITCH MODULARITY STANDBY CAPACITY

3. MODUlARITY STANDBY CAPACITY IN FIBER CABLE
BETWEEN WIRE CENTERS

C. EXPENSES RELATED TO REVENUES

THESE EXPENSES ARE CATEGORIZED AS SHARED IN THE SAME
PROPORTION THAT THE SUM OF ALL OTHER COSTS ARE INCLUDeD IN
SHARED

1. GROSS RECEIPTS TAXES

2. STATE COMMISSION FEES



Attachment C

The following .cGOUnta COMiU..... in the calCulatiOn aftM Coi,..,.........
Fe.r, that i tNIt.N con.ideNd common to the finn, Abratcdown of RC:h
I' providMt below.

EJcpe incluc:tMt in .... faGtDr .re AMuaI C..... (Dep,.._tIon. coatofMoney.
Income T and Ad V.....,.. T.........,.18)...-oc..... wiUt:

A. trwe"","_
I. Furniture .... c.m,u.....
C. 1IotDr'"..,..& Shop Equip.
D. Land a Building

Account 1710~ a P Ttl. coat'" praviding -.c:utIV. diNctJon
.nd formulation poIioJ lit the , vi. ,.,......... Iwe... "laMing
upe.... 'N the c." of deVelOpi nd evttlUliting major organizatlona. plltnt .nd long
rang. pia...

Account 1721 AccountIng ... FiMnae iJIpeM•• Coat of providing lntI......tion fgr
bcMrd ofd.rwc:tDN .nd OWMN ...-Ii..., perfenning.N • .,..... tIM.la. trllnucliona.
""..gtng the penalon fund, _u~GOt..,..••ecuritI.. COlpoI'IIt. accounting
.-pen.......u... iIItIId with peIfonning payroll , pl'Va••'"mw.tment
.nd ee-t recorda, P ,.tioft of GeM,.' a...
thoe lOG....., With anelyZing, ting .....~ 'CC8Unting
c ifiClltlo eo.,.,." tlnaneia•....".. bucIget.nd __ and other atueliel. Alto
included In thi irwtruction on IIOOOUnting ••",ion function•.

Account 1722 E_r.1 ............... Thill account , .... include... incu,"", ift
maintaining .....tionI with pernm.nt, regulatort. other com.,a'-' .nd the gen.,.'
pUblic.

Aceount1mH..-n ......,......... ThIa aoaount inalude ......nou...... in
perfonning ,.,...,.,..lIItminiatrau.n lIOtNitiu. tt Inc !qual EmplOyment
Opportunity,.nd Atl'hmetiv. Action '1"01""'" Employ.. datil _foreell.ting, planni..
end reJIQrting, &,.,.,.. empIoJment • .",ic..

Account 1725 .....1E TIt.. account ,hllil inc:tuc:le the ooat inourrwd in providing'.1 ,ervicu. ". inc conductinI ..... c:oan:Ii.tinllltlgatio", prov.... ..,idance
on rwgu...,. ...tte,., prepering NV'ewing.nd flit", ,...,. .nd contract.
and Interpreting .lation.

Account 1727 R.areh and Development.~ acoount ..... Inc......... incu...... '"
making _nned..,.. ..orItioal Irw tionI.itMc:I.t".ccwary of new knowledge.
It elaa in"I... tI'a.latini ,..,.ftndi mtD • plan or...... for. new product or
praon, or fvr a ,.nltlcant .....rovem.nt fa en ••ting productor ••,.,•.



Account 812. Other Qet.ra' • Admini8tnltiv. EJrpe.... Tltia account ..... include
~. incul'l"ed in petformI. genera'lIdminietrat.ive aotivltiel not proviUd far In other
accounta. Th. Incl'" ....,id.................,.... _ ...... faod ..",1Ra, arc:tWw,
gen.ra' MCUrtty irw.tIg8tIon .ervicea, operati. omc•• privati branch...."II.. In
the conduct of the buai...... AIao incI'"a,. .,.ymenta In HtUement fIf aecidem. and
damage claims. ina...rance pntmiunw for pntt8c:tion ......t ..... and .1'IIIIg'"

ACCOl.lnt na2 Network OperatioN e..,... Thia account ...11 ......... IncUl'Nd
in network .dminietration. Thill includel such actiYIti•• a. c:ontroIlI. tNftIo ftow.
admin_tering tnltIIe ......uring and monltDring deYioa, ItHigning equipment and IcMICI
balancing. collecting .nd summariZing tntfftc datil, Ildmi"illteriftg trunld.., and
•••igning intllroft'lea f.cilltles and cireult layout work.

Account 85M '.ntOpef'atlona e.pe.... Thia -eoount 1include oaata tnc:urntd in
the general administration of plant operatlona. Thi. incIud upervlsi.. plant
C)pel'lltiona, pia coordinating and monttDring plant opwationa; and perform'ng ..."
work auch Ioping methodl and proc:ed.......

Account ISl5 !ngIftftriftg !JqMn... Thi8 account ..... Include 008. Incu....... in tIw
g.n.ral a...""",", flfthe t8lacemmunieationa"litwhich ant not dirwctlr eha....
to an undttrtaldng or prajeet. Thlalncludea .....i.. input tD the "'......n..' p..,.,.....
prvc.... pertonninl ""'imi'*Y work or advance planning in connection with pot.ntial
Undertaking. and performing apecla••tud... of an engin'.nne nature.

Account 8113 Airct'aft e.en This account include .uch _ aircraft fuel.,
tlig~ c~a, mechanioa ~, lice and inapeotlon wahi""
re...nUng. and minor acc_eon. auch .. 011. Urea and tubea.
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L PVRPOSE. SCOPl, AND APPLICATION

lbe parpoIC oftID ItUdy is to '"Ik:uIare dilODUDt rata to be Ipplied to ncaiJ prica wbm
~..0••OIl.wbDIeIIIt..to raeUers. A..,... cfilCGUDt rwte if Cllcullted
tW ....ela paoduct ..... n. diIaKJDt rite'" • pioduct eat...,. ..,.. used
u a pjdem.rordilCOUntinl evay _vice in the procluc:t cmepny. The c:U:I11lticm oftha
dilCOUlll lata compIia with s--. 2'2(d) of_ Fcdenl Tel...,ununicltiual Act that
--. ". It8te CIDIII1ftisIioI .. -.u_ wll::alaBJ. rateS OIl die bais of r'ICIiI rateschat'" to dIcriben fbr die till-.araulli.... IIrVice ...... ac1udiDI the
POIUaD thereof'dributable to 1lIIY -btiD& biJiDI, collection ad other costs that will be
avoided by the Joc:a1 ea:lwnae canier • The discount rata c.1cIa1Ited in tIIiI study raJeg
1J.."... COIh.

JL DESClUPTION OF SEIlVlCE

Procbads tbat an .-.aiJable for resale:

Clia••yL PD.u....JIIIic Im:banp
PBXTnmkI

eatIprJ '- TOLL
MTS
WATS
1OOSeM;e

c•......,. CO1'.....JiIIonIIadoa Serrica
LiIIiaIS....
IDranDataa s.ma
CatnI OfIca'aturas

U I WEST Avoided 11...eo. Studybecutive 5unaaIy
'apJ



I~ Ii lili III
d [, g II ~ ;:1 ~.J s til
~ I I t I I t.ll It!I
m Ii 1: ofI " I:.jr' J I !~ .,. i f l:r :r 11~.i r J I" r tit f ~. a: [I
r I aX ls(-t' ~ Ii
I- • 111 • lJli ~ i~.

·~ 1 ~ f iii e t :. B: a.1i I ~ I ~ i i.l ~ ;~I·
I' r ~ I ~ t!r i R1I l j f 11 s' ; ;,

Il i ill ~~
i 1- "i. t I
1: I' !. f IE ~
iffII ct ~8

F=

Iii ~ ~ J: ~
I ! I ~ o<e , .JIii ~ tag.
I.J I It.~
t!'r S !IIII_ ~ 1 ~
I i
i~!
!f.t .. f

tli II':. ~
:1 it
U. iii:
i B ;;. Ii
tl .. to

Ii r. P i
i! !t I
I I'r r
i II I, i

f I
I••



.... T ,,~. J

(ai) Wholesale DiJcount Rate - 2()A~ 1(1 + 100%)" 10%

The Wholaale Discount :Rate is then used to calculate the Wboleule Price yielcI.iDI the
same result as equation (1). The Wholesale Price equal! the retail price minus the quantity
ofwholesale discount rate times the retail price

(5) Wholesale Price - $2.00 - (l'.)DA. Y $2.00) - Sl.80

The process dcscnDed is one way to analyze each service and service elemeDl. This COlt

study, however, analyzes Iarae Ifoups of services. A discount rate is calculated not for
each serW:e but for each ca1eIary of ICI'Yices. To accompliah this a slishtlY di1fcrent
procedure i! followed to arrive It the same 1DSWeI'. Most of the colli that are jdentified
u avoided are included in U S West', expense related annual cost factors. This studY.
thus, devc10ps relationships of annual cost fi.c:tors to calculate the wholesale discount rate
not for individual services but for large categories of services. The services in each
category have Iimilar expense factor characteristics. Briefly, the proc:es! is u follows:

A Identify retail cost elements and classify as required or avoided
for the wholesale equivalent of the service.

B. Adjust annual cost factors to reflect avoided and new cosU
associated with wholesale products"

C. Calculate the percent wholesale cost difference by adjusting the
retail costs using the revised annual cost factors.

D. Calculate percent markup over costs by product category based
on product revenues and costs

E. Calculate the discount rates by applying the percent cost
difference to the product eategolY markup over costs.

This procea is desaibed in detail in sections A tbrousb E, below. Section F describes the
process to calculate the nomecurrinllYsteml charJe cost.

A. Ideadly cost e1emeats aDd classify u required or avoided.

1. TSLRIC

TSLRIC is defined in Section IV. Some retail TSLlUC will be avoided if
services are sold to reseIlen The expenses included in TSLlUC and status

U S WEST Avoided Resale Colt Study Executive Summary
Paseai



for wholesale Iftd retail services are u foDows:

a) Capital COlts.

These are the capital COlt of plant equipme:nt and &dlities used to provide
the scMces. This includes depreciation, cost ofmoney, Ad Valorem tIXeS

and income taxes These COst! will DOt cbanp for services sold to
reseUers.

b) MJaiDteauu bpenJa

Maimenance expenses are the recurring com associated with keepina
facilities and equipment in aood workioa order, mch as the repair of
switclUnl equipment. This study assumes that resd1ers would WInl the
equipment UIed for their services to be of the same workiD& condition u
U S West'. end user customer receive. Thil function will be required for
both retail and wholesale services.

c) BiDia.ud C'..oJlectioa

Billing and collection is the process of prepariDa. renderins and coDectinS
customer bills. Dependinl on the type of cost study bil1ins and coDcetion
takes on three different forms. They are a cost per account, a billing and
collection f&ctor. and a cost per me,... This study uses a cost per
account for aU categories except a cost per message is used for toD and a
billins and coDection factor it UJed for private tiDe.

Billing and collection costs are plltially avoided for wholesale products.
Postap and stationary auoc:iated with customer billing is avoided.
Remittance mel inquiry is partially avoided. Live aad final collections COICI
are totally avoided. AccouDtI processing is required for wboleaJ.e
services. In addition for ton messages meuale investigation (Prebil1) are
required for wholesale services.

This study calculates wholesale biUina ad coDectiODl by recaJeul'rina the
origiDal retail costl without the avoided costs. The retail costa and
wholesale biWng and collection costs are convened to annual cost factors
where neca"., far eaJe of applieatiaD to the product cateaoriel. The
ca1ndarions are Ihown on paps 9 • 10 ofthe Work Papers.

d) Prodad Mualemeat

Product management iDdudes 1) Rate IIId Tariff - Development which are
the colts of providins new or reviled tariff~ makinI studies in
support ofspecific dockets and to identify and analyze costs for regulatory

U S WEST Avoided Resale Cost Study Executive Summary
Page 5



activities IDd 2) Market Forecast - Manaaement AdmiDiItration and
ADaJysiJ which are the COllI wodated with ana1y7iDg all forc:casts of
cwrent aDd tinure IDII'bt ccmditio", PresentiDa a detailed customer
profile. estabIiJhiDa aDd tracking revenue objectiws, u well u performina
basic office 1el'Vic:es,

Product manaaemem in • wholesale marketplace will be similar to that of
the retail market. In &ct it will be lib the product manaaanent that
U S WEST performs today in its Carrier market unit which manases
wholesale services such as switched and dedicated access prodUCll. In this
study U S WEST used the cast of its carrier marketing product
management group. The avoided cost is thus the di1f'crcnce in our normal
product 11WIIpD1eDt of retail services costs and the cast of CaITier
market's product management coltS

e) Sales hpase

These are the COlli associated with performina sales contact work,
lerviciDI mel implementation activities tOr the purpose of seIlins product
and services to ace:ountI in • particular market or 1eJI"CD1. These costs
will be avoided for the wholesale products included in this stUdy

f) Sales CompaasadoD

Sales compensation is the compensation paid to sales personnel for selling
These costs will be avoided for the wholesale products included in this
study

c) Product AdYertisial Exptue

Product advertisina expense includes costs incurred in developing and
implementiJla promotional stratqpes to stimulate the purchue of products
and services. This excludes non product related advettiIinl, such as
corporate image, stock and bond issue IDd employment advertisemenb,
wbic:h is included in the appropriate f1mc:tiona1 account., Product
advertising is not normally iDc:luded in US West's TSLRIC 1tUdies.
Product manasen, howcvu, consider the cost ofproduct advertiIiDs wilen
makina pricins deciJionl This study adds product advertisiD. expenIeI to
the direct costt of the retail ICI'Yice, Product advertising is avoided for
wholesale services

U S WEST Avoided Reule Colt Study Executive Summary
Page 6
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2. Shared COlD

Shared COD is defiDed in Section IV. Shared COltS iDdude administtative
expenses and business fees. Business fees are.tax on reveaues; therefore,
they will be a.uased on all retail and wholesale services. U S WEST
calculates administrative expenses with an Administrative Expeose IJUWI1
cost factor. Some administrative expeDseS will be avoided for the
wholesale produe:tl included in this study. The following .1 a list of
functions included in administrative expenses and their status with respect
to retail and wholesale services:

a) Number Seniu

Includes amouD1I payable to other telecommunications companies and
amounts receivable from other telecommunication companies for their
portion ofjoint number services expenses. Number services will continue
to support both reWJ aDd wholesale services.

b) Customer AccouatiDI Operatlolll

These arc expenses associated with prcparms manual data for CRIS.
proen';na service orders after receipt in the accountiDJ office, c:emra1ized
mail remia:anc:e operations as well u buic oftice servi~ general
SUPervision. support aDd education trIiDin& tOr IUCb activities. Many of
these functions are usually done on mecharDzed basis. These costs are for
those that dropped out of system and bad to be performed manually. This
function will be required for both retail and wholesale IerYices.

c) Service Ca- Operatioas

Service Center Operations expenses are the pncral admiDiItrative coati
associated with CUICOmer seMce centers. customer point of contact.
service order processing, billina iDquiry. ala aDd service, and suppon
serW:es. TheIe COlt are over and above direct com for biIIiDs and
coDection, service order ptoeelsiDJ, aDd c:ustomer coDtaet. This fimction
will be required Cor both retail and wholesale services.

d) CUItomer laftrudioa

Includes costs associated with pravidiDa instructicms, within a consolidated
trainins environment, which benefit specific job fhnetioDJ pedormed in an
entity of the raideace septent. Some small busiDeu tDiDina is aIJo
induded bc:re. This 6mcrion will be required lor reWl services; however, it
will not be required' for wholesale !lel'Vices.

U S WEST Avoided IlesaJe Cost Study Executive Summary
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e) Replato" ad C.ovenuaeat 1Idati...

These are the costs ofpreparing ItItementS for specific doclcetl, presenting
material to support company position relative to tariff fiJina. developing
economic models and coordinating with civil defense groUpi in providing
protection. This function will be required for both retail and wholeule
services. ThiI filinS is an example of this cost.

f) IIIforlll.tiOD MauleIDeDl

These are costs associated with the planning of information systems,
negotiating and administerins contracts usociated with the purchase, lease
or rental of computer hardware and usociated software packaaes required
for specific projects and programminJ, analyzing system desian activities.
This supporu all services These expenses are required for both retail aDd
wholesale seIVices

g) EDP OperatiOGJ

Costs associated with console operations, peripheral device operations,
tape library operaUOtlI, scheduling and 110 control. and other EDP
associated equipment operations as well as EDP technical assiuance. This
suppons all services These expenses are required for both retail and
wholesale services

b) GeDenJ PDrpote Co-puten Espeue

Includes the costs of renting. maintainina and repairing general purpose
computers. Thil IUppons all services. These expenses are required for
both retaillDd wholesale services.

i) Funaiture

ThiJ iDc1ucles furniture expenses associated with all other administrative
fbnctiODl. These c=tpenses are required for both retail and wholesale
services.

J) OKa lquiplUllt '£spate

Included are anqemen.ts and inventory. interior planniDg aDd design, and
coordination of ot1ice moves associated with office equipment that
supports other IdmiDistrative functiolUl. These c:x:penses are required for
both retail and wholesale services

k) Network Support E~eDJe

U S WEST Avoided Resale Cost Study Executive Summary
PageS



Network support expense includes coltS of fuel, lubrications. license and
iDspcction fees, wuhina. repa.intin& and minor acc:asories. Also included
are the com of personnel whose principal job is operatina motor vehicles
and special purpose vehicles. This includes the cost of garage shop
equipment. This includes only the motor vehicle expenses that ~ppon
other administrative fimc:tioDS, This function will be required for both retail
and wholesale services.

I) UacoUectible Revenue

This includes revenues for which no accrual is made. This includes both
end user and carrier access uncoBectible revenues. U S WEST assumed
for the services included in this study that. the rate of uncoDect.ibles for
carrier access would be the same as thai: for wholeule services. The
administrative annual cost factor was thus adjusted to avoid recovery of
end user uncoDecttbles for wholesale services.

3. Common Costs

Conunon costs are defined in Section IV. Common costs are not c·'eM
due specific produc:u or specific product families. Common costs are thus
not avoided wbeIl a product is resold

U S WEST Avoided llc:saIe Cost Study Executive Summary
Page 9
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4. Summary ofAvoided Costs

RaaiI Wholesale
TSLRIC
Capital Costs ofPlant Equipment and Facilities llequired Required
Maintenan= Required Required
Billina and Collection bluired Partially Avoided
Product Management Required Partially Avoided
Sales Expense Required Avoided
Sales Compensation Required Avoided
Product Advertising Required Avoided

Shand Cuts
Number service Required Required
Customer Accounting Operations Required llcquircd
Service Center Operations llequired lUquired
Customer Instruction Required Avoided
R.eguJatory and Government RelationJ Raquired llcquired
Information Manalc:mc:nt Required llcquired
EDP Operations Required llcquired
General Purpose Computers Required Required
Furniture Required llcquired
Office F.4uipment Required Required
Network Support Required Required
UncoUeaible Revenue Required PaniaDy Avoided

CommoD Casu Required Raruircd

B. Adjust lanual cost 'acton to reflect avoided and Dew costs.

The study does not calculate the actual cost of wholaale services. The amuaI costs
factors used to calculate costs are adjusted to reflect the avoided costs that are describc:d
in Section A, above. The IDnual costs were recalculated excluding the avoided costa
usins the normal procedure to calculate annual cost factors. See paae 13-15 of Work
Papers for summary of tictors. See the ca1Q1lationi on the bottom of paps 3-1 of the
Work Papers.

C. Calculate the perceDt ",hoi_Ie cost difference by adjustiDl the
retaB costs usiaI the revised lIIIIual cost 'acton.

The study assumed all semcel within a product catesory would use the same expense
annual colt facton The stUdy then auwned one retail unit would represent the capital

U S WEST Avoided llesale Colt Study Executive Summary
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costs ad maintenance expenses for my service within the 1fOUP. The stu4y then applied
the anmuJ COlt factors to the one retail unit. The study used the results to develop a ratio
to the total cost for each expense item. For the retail service, all of the ratios would then
add to 1.0. The next step in the ca1adation of the wholesale cost difference was to
calculate the percent chanae in the factor" This percent chaDae was then applied to the
retail ratios.. lbe sum of the wholeu1e cost ratios was~ from the sum of the
retail COlt ratios to calculate the wholesale COlt dift"ermces. See pases 3-8 of Work
Papers.

Cal(1llatioD of Retail Upits

Retail Units =Retail Annual Cost Factor X One Unit

Calculatioa of RetJiLB,tjo of lJala to Tota1..Ulli1l.

Retail Ratio
ofUnits to = Retail Units
Total Units

/ Total Retail Units

nits

Wholesale
Ratio of
Units to
Total Unit~

:: ( Wholesale
Factor

, Retail
Factor ) X

Retail Ratio of
Units to Total
Units

C.lallatioD of Percept Cost..J)jffereDc:e:

Percent
Cost
Difference

Total ofRetail Total ofWholesale
= Ratios ofUnits to - Ratios ofUnits to Total

Total Units Units

D. Cal~ulate percent marlalp over ~osts by product cateaory based OD

product revenues ud eosts.

nus study calculates the percent markup Cot the six product cateaories based OD existing
rate, revenue and cost data for the retai1 products incblded in each eatelory. The pen:ent
markup equals the differcDCC of the total amwal revenues and the total annual TSLlUC
and Shared Com (SC) divided by the total amwaJ TSLRIC and SC.

The percent markup for ISDN category equals the diff'ermce of the unit revenues and the

U S WEST Avoided Resale Cost Study Executive Summary
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unit TSllUC and Shared Colli (SC) divided. by the unit TSLRlC and SC. The unit used is
the ISDN Sinale Line Service Meuured • with Usqe.
The ton calling plan with the lowClt peteeIlt market up over costs was used to represent
the ToU eateSOry· All ofservice cate&ories included data that represented at least 9()O~ of
the retail revenues for the eatelory, except for ISDN. See pages 2Q.27 ofWoric Papers.

Calculation of Percept~

Percent
Markup

"_ (Total Annual
Revenues

Total TSLRIC
plus SC

) / T10talsTS
C

LRIC
pus

Eo Calculate discoUllt rates by applyiq the percent cost difference to
the product cateaory markup over eosts.

Thil ItUdy calculaw • discount rate for each of the six product categories. The discount
rate for a product category may be used as a JUideline for discounting every service in the
product eatesory. Based on the Federal Telecommunications Act u quoted in Section I,
the avoided coSU should be subtracted from the reuil rate to calculate the wholesale rate.
This study calculates a discount rate to a=omplisb this

This study calculates the discount rate by dividina the percent di1ference in costs by one
plus the percent markup. See pages 1-2 ofWorlc. Papers.

Calculation of Discount Rate:

Discount Rate =Percent Difference in Costs / (1 + Percent Markup)

F. Calculated the DODrecurring Systems Charae cost.

To operate in • wholesale environment new systems are needed for billing. provisioning
and repair. These systems are in addition to the other systems that In: used for wholesale
JeI'Vicet that are reflected in the recurrina costa calculated in this study. The cost of
deploying these new systems is recovered. with a nonrecurring Systems Charp for each
line IOld to resellers. ThiI JtUdy calculates the Net Present Value (NPV) of the IJlDUI1
costa and investments associated with the new systemI. See pages 16-19 ofWork Papers.
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IV. DESCRIPTION OF TSLRIC

u s West Comnwnications uses an incremental method to estimate product and service
costs. It provides a measurement of costs over a period of time Ion. enough to fully
adjust to change in output. This methodololY is forward looking aDd it docs nDt mea.tute
historic investm..':ftt decisions ofthe corporation

The U S WEST incremental format desegregates the cost results on a unitized basis into
the componenu shown below

Total SerYice Long RUII IDCftlDeatai COlt (TSLRIC) - Total Service Lana Run
Incremental cost is the forward· looking cost avoided (or added) by discominuing (or
otreriDa) an entire service or group of services in the most efficient mazmcr, holding
constant the production of all other services produced by the firm. This cost is often
referred to in economic terms as the dinet cost

Shared Cost (SC) - The cost associated with the provision of multiple services (service
family). This cost is not volume sensitive and is eliminated only ifthe entire service Wnily
is discontinued

Total Service Lolli RUII IDcremeatai Com ,las Shared COJtI (TSLRIC + SC) 
The total Service Lonl Run Incremental Cosu for a service plus the Shared COltS of a
Wnily ofservices

COlDDloa COlt (CC)-The current COlt incurred for the benefit of the enterprise IS a
whole. This COil does not vary with the provision of a service or a service family. These
costI are sometimes referred to as P'J6TQ/. owrMDd costs. The Common Cost added to
the TSLlUC .. SC produces a Il'bIIJ Allocated Cett(PAC) u required by commission
rules.

Typically, the cosu identified by these cost catesories include capital costa for
depreciation, return, and income taxes. TSLlUC also includes ouaoins operating costs
for: maintenance expense, assipable admiDisttatiOD~ product management
expense, pre sales expense, sales compensation expense, expensed right to use fees, ad
Valorem tIXeI and business fees

U S WEST Avoided Resale COlt Study Executive Summary
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V. STUDY ASSUMPTIONS

• BiJlina and CoUectioDs expenses were bued on the best estimates available. usin&
cum:nt biUina and. COUectiODI expenses. Resale expenses include electronic transfer
of all· required information by category to the reselJer and other expenlel
considered. appropriate

• The costs for categories one through five used in calculating • biDina and
collection factor were. 1995 or 1996 U S West averasc.

• The percent markups calc:ulation used annual revenue data from 1995.

• TSLlUC and. Shared Costs data used in the c:aladarioD of percent markups wu
from the latest available cost study. The data includes both 1995 and 1996 data.
All1ine costs were 1996 coSU

• The markup for the Features eateaory used the top 10 :Revenue aeneratins feature
usoe's

• Markup rate, demand and revenue data is from TllAQJ.S for Basic. Exchanse P

Residence and Business, and PBX. The Toll usage data is from TUT and the
FeatI.1reS data is from CDW

• The mar.kup for ISDN, ACS category used the U S West avera.e TSLRIC+SC
costs from ItUdies completed in 1995 and 1996. The US West averap wi1frate
wu used as the revenue from states where ISDN is in effect. The ISDN service
used was the Siqle LiDe Measured Service .~ with Usaae.
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VI. STUDY SUMMARY

Study Na.e .ColDrado AlIOidJJble Cost
StudY 1leQllester
1YDe of StudY (l'SLRlCJ TotDl Service~10m Il'ICNIIMntIJ/ Costs
Product or Senice Name Avoidabk CD.rt
StudY ADDlieadoll! AlIOidt;rbI. .. If»' whtJI.StIle'''--''--
ComDiction Date .hlv1 1996
Cost AaalYst EdFnw t:IIfdBrian Farrow-
Stud. Review Reviewer Date

-
., .".,..

Cost Models URd Model VersioDlReleue Date-
Sp"addte~u- ..,_.,----,"_.

Colt Faeton Uled Factor E&:tive Date
Cotnf41R. I'Ia

Mtli~ na
J4.inislnltifJII-A$$i~16 'fill.
PrDt:lut:t a I ""nt 5196
Salu 5196,., _._''''-
CDIII1M11ItItion J/96
"cd VlI1DraJ 1JtI

BllSiMssFill 5196,..."._... -,...~"._, --
Powr IJQ

SilMsT... 1111

IntBUt Durin~ ConstruetiOll 1111
,,,,,,,..,,'......

Lt.rnd 1111
,"""".....~.._. -

B1Iildi,. 1111
_._~,---

SIIDDlY PIa-- . .....
T,lco •-,_.
St1vcture RatiD 1111

.'.....K"."""""""'" r ---
Fills IJlI.

Cammon Cost 1ItI-"....'----
Labor"t. ,.,

..",'..,"....,.._....,-,

Cost of MOBey CDlllbirled IJlI
---~~.... -

lallation T'M .L Plont /1II1D 1ItI
,..,...,,,,,.,,..,.,,....,., .....,,,... --,

- '" -
Major COlt DriYen AlIOidable expenses:
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